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National Real Estate Cycles 


ATIONAL real estate activity 
Real Estate Activity has continued to drop below 
, our normal line. The charts 
above and to the left show that it is 
now 7.1% below. Real estate ac- 
tivity below normal, however, is 
not a new phenomenon in the South- 
west or along the West Coast, as in 
these areas ithas been below 
normal since 1952. The last few 
months, however, are the first 
months in which the average of all 
districts is showing significant per- 
centages below the long-term com- 
puted normal. 


BUILDING COST 


The other factors shown on these 
two charts have not shown any ap- 
preciable change. Residential rents 
are still inching up, foreclosures 
are continuing at a relatively low 
) level, and the cost of building a new 
IDEALIZED CYCLE ie , ee, standard six-room frame house is 
showing relatively little change, 
after reaching a very high plateau. 





The charts on the following page 
show our selling price index brok- 
en down by types of residences. 
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These charts will show that the modern one-story residence has fared very well 
up to the present time. It is only four-tenths of 1% below the all-time peak reached 
in May 1956. During the past two years, the one and a half-story old residence 
ranks second in stability, the good two-story residence third, and the old two- 
story residence makes the poorest showing. On the old two-story residence the 
all-time peak was reached in February 1956, with an index number of 122. 3. 
Since then it has dropped to 115. 3. 


It is impossible at the present time to carry the average selling prices on the 
four different types of property beyond the end of 1956. Our combined index, 
however, is now complete through May. This index in May is three-tenths of 1% 
lower than it was in December. This would indicate that there has been relatively 
little change in these figures since the end of last year. 


Private housing starts made a somewhat better showing in May, the last fig- 
ure available, at a rate of 990,000 units per year. This, however, is still within 
the dashed lines on our chart which we would consider normal fluctuations without 
definitely indicating a change intrend. In August 1956, housing starts touched the 
upper limit of this band of normal fluctuations, and they are almost touching the 
limit at the present time. Should the June figure go above our broken line, it 
might be an indication that the trend was turning. If, however, the June figure 
shows a drop, we can then expect further readjustment in the building field. 


¥.6) Annval Rates 
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Peak rate, August 1950 1, 478, 000 
High, December 1954 . 1, 458, 000 
MS 6-6 6 6 « a 990, 000 
A month ago (Apr.). . . , 940, 000 

















The home building industry is being squeezed at the present time between a 
slightly less active demand for housing, and rising costs. It is a known axiom of 
economics that, everything else being equal, as prices for a commodity rise, the 
number of units which could otherwise be sold will fall. 


Not only has the actual selling price of new residences risen in comparison 
with a year ago, but the monthly cost of ownership, as reflected in higher interest 
rates and less favorable financing terms, has risen by a greater percentage. To 
the average buyer in the home field, the monthly payment is more important than 
the total capital investment. The actual cost during the past year has increased 
by from 3% to 4%. The monthly cost has increased by a much larger percentage. 


Rising interest rates, however, largely responsible for this rising monthly 
cost, show no sign as yet of stabilizing. The chart below shows the interest rate 
picture from 1952 to the present. Treasury bills come fairly close to being pure 
interest, as they are obligations of the Federal Government and are issued to ma- 
ture in 91 days. Mortgage interest rates are composed of pure interest plus a 
loading for risk, plus a loading for a lack of liquidity, plus a management cost of 
keeping money continuously employed. At this point in the real estate cycle there 
is naturally more risk involved in lending money on real estate than there is at the 
beginning of a real estate boom. The FHA, through its insurance plan, attempts 

(cont. on page 305) 
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INCREASES IN BUILDING COSTS SINCE 1939 


ST. LOUIS 
June 1957 





SIX-ROOM BRICK HOUSE (FRAME INTERIOR) * 
Content: 23, 100 cubic feet 
1,520 square feet 

Cost 1939: $ 6, 400 

(27. 7¢ per cubic foot; $ 4.21 per square foot) 
Cost today: $18, 667 

(80. 8¢ per cubic foot; $12. 28 per square foot) 
INCREASE OVER 1939 = 191. T4 

For plans and specifications see page 23 of the Wenziick Building Cost Manual 


FIVE-ROOM BRICK VENEER HOUSE* 
Content: 24,910 cubic feet 
1, 165 square feet 

Cost 1939: $ 5,440 

(21. 8¢ per cubic foot; $ 4.67 per square foot) 
Cost today: $16, 170 

(64.9¢ per cubic foot; $13. 88 per square foot) 
INCREASE OVER 1939 197. 24 


For plans and specifications see page 15 of the Wenzlick Building Cost Manual 


SIX-ROOM FRAME HOUSE * 
Content: 24, 288 cubic feet 
1,650 square feet 

Cost 1939: $ 5,671 

(23.4¢ per cubic foot; $ 3. 44 per square foot) 
Cost today: $17,926 

(73. 8¢ per cubic foot; $10. 86 per square foot) 
INCREASE OVER 1939 = 216.1% 


For plans and specifications see page 3 of the Wenzlick Building Cost Manual 


6-ROOM CALIFORNIA BUNGALOW NO BASE MENT 
Content: 12,119 cubic feet 
992 square feet 

Cost 1939: $ 3,392 

(28.0¢ per cubic foot; $ 3.42 per square foot) 
Cost today: $10, 122 

(83.5¢ per cubic foot; $10.21 per square foot) 
INCRE ASE OVER 1939 = 198. 4% 


For plans and specifications see page 31 of the Wenzlick Building Cost Manual 


STANDARD BRICK RANCH HOUSE 
Content: 16,250 cubic feet 
840 square feet 
Attached garage - 200 square feet 
Without garage - $12,531 
(77. 1¢ per cu. ft $14. 91 per eq. ft. )) 
Garage - $935 
($4. 68 per sq. ft.) 
For plans and specifications see page 52 of the Wenzlick Building Cost Manual 


CONTEMPORARY FRAME KANCH HOUSE 
(Dry Wall) 
Content: 12,285 cubic feet 
1,170 square feet 

Carport - 320 square feet 
Without carport - $12,911 

($1.05 per cu. ft $11.04 per aq. ft.) 
Carport - $603 

($1.88 per sq. ft.) 

For plans and specifications see page 41 of the Wenzlick Building Cost Manual 


*Costs include full basement 
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National Disposable Income Compared 
With National Department Store Sales 
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(cont. from page 302) 

to reduce this risk and, therefore, makes possible a lower interest rate. The 
Federal National Mortgage Association (Fannie Mae) attempts to increase liquidity 
of insured mortgages by making it possible to discount them. No method has yet 
been found, however, of reducing the management cost on monthly payment loans. 
It naturally costs more to take care of payments on a mortgage in which the princi- 
pal and interest and a share of the taxes are paid each month than it does ona 
mortgage which runs for from 3 to 5 years, without payoff. There can be no ques- 
tion of the fact, however, that the monthly payoff loan has been a stabilizing fac- 
tor in the real estate mortgage field, and in any time of readjustment will result 
in fewer foreclosures than would be had under the straight mortgage. 


The table below shows the average rate of recorded mortgages in 12 major 
cities of the United States. 


AVERAGE INTEREST RATE OF RECORDED MORTGAGES 
IN 12 MAJOR CITIES OF THE UNITED STATES 


. 183% 
. 229 
. 221 
273 
363 
.478 
. 459 
. 507 
. 486 


Jan. °54 
Apr. °54 
July ’°54 
Oct. °54 


Jan. ’55 
Apr. ’55 
July ’55 
Oct. °55 


.187% Jan. ’56 
173 Feb. ’56 
. 089 Mar. ’56 
. 092 Apr. ’°56 
045 Sat 56 
.079 


.050 July ’56 
.055 Aug. ’56 


.105% Sept. °56 
177 Oct. °56 
212 Nov. °56 
157 Dec. °56 
158 Jan. ’57 
155 Feb. °57 

Mar. °57 
‘141 apr, 57 
+190 May °57 


aga anjw#wcaqu 
oc agagagaqanw a 


These rates are taken from mortgage recordings, which lag actual commit- 
ments by a period of time. It should also be kept in mind that the figures of last 
year are recorded rates which do not include the discounts which were being paid 
and which were greater at that time than they are now. Were it possible to make 
these adjustments, the table would show an increase in interest rates considerably 
greater than that shown. We think the probability is that mortgage interest rates 
will continue to creep up slowly, constantly working toward higher ground. 


The chart to the left shows national disposable income compared with national 
department store sales from 1939 through the spring of 1957. National disposable 
income is expressed in billions of dollars, and has increased rapidly during this 
period due to a depreciation in the value of the dollar and due to an increase in 
productivity. Over a long period of years there has been a tendency for depart- 
ment store sales to increase or decrease at a rate roughly proportional to the 
changes in national disposable income. In the period covered by this chart, how- 
ever, there has been considerable variation in the relationship of sales to in- 
come. Understandably, sales lag the increase in income during the World War I 
period. This was due to the unavailability of many lines of merchandise, and to 
the war bond drive to increase savings. During the 3 years which followed the war, 




















as merchandise again became available, shortages in consumer inventories were 
made up, and department store sales increased more rapidly than disposable in- 
come. Since that time, however, department store sales have not kept pace with 
national disposable income. This would indicate that other items in the family 
budget are now taking a larger proportion than they formerly did, or that pur- 
chases are being made in stores other than department stores 














